
Cordiant Communications Group plc

(“Cordiant”)

Interim results (unaudited) for the six months ended 30 June 2002

Cordiant is the world's eighth largest global marketing communications group with over 9,500 employees in more than 216 offices spanning 80 countries (including affiliates).

· Bates Group creates a completely integrated, media neutral, broadly based communications capability.

· Senior management succession plan in place.

· Pre-tax profits (before exceptional items and goodwill) £11.5 million (2001: £22.1 million).

· Revenues decreased by 9.8% at constant exchange rates to £277.1 million (2001: £308.8 million).

· Revenues decreased by 12.0% on an underlying basis. 

· On an underlying basis operating expenses (before exceptional items and goodwill) decreased by 10.3%.

· Operating profit (before exceptional items and goodwill) down 30.8% at constant exchange rates to £18.1 million (2001: £26.3 million).

· Operating margins (before exceptional items and goodwill) at 6.5% (2001: 8.5%).

· Adjusted diluted headline earnings per share down to 1.7p (ADS 12.2¢) from 3.4p (restated) (ADS 24.5).

Michael Bungey, Chief Executive of Cordiant, commented:

“Depressed trading levels persist throughout our markets.  Whilst conditions may have stablised, I see no signs of a recovery anytime soon.  Our cost cutting exercises have been extensive and, where necessary, will continue.

Our strategy is to deliver an integrated, media neutral, broad-based communications capability.  This is what clients tell me they want.  It’s a bold strategy that will deliver further efficiencies across the Group as well as a unique platform from which to generate increased revenue.” 
6 September 2002
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Presentation: The Interim Results presentation is available on the Cordiant website, http://www.cordiantww.com, from 0800hrs UK time (0300hrs NY time). A presentation to analysts by Michael Bungey, CEO, Art D’Angelo, Finance Director, and David Hearn, Chairman and CEO Bates Worldwide, will be held at 0930hrs UK time at College Hill Associates, 78 Cannon Street, London, EC4.

Conference Call: There will be a telephone conference call with Michael Bungey, CEO, Art D’Angelo, Finance Director and David Hearn, Chairman and CEO Bates Worldwide, at 1500hrs UK time (1000hrs NY time). To participate please dial the following number in London, +44 (0)20 8515 2342. A replay facility is in place for 48 hours immediately following the conference call. To activate, dial the following number in London, +44 (0)20 8797 2499, using the PIN number 112429#.

Forward-looking statements: This press release contains certain “forward-looking statements” and information that are based on the current expectations, estimates and projections of Cordiant’s management and information currently available to Cordiant. These statements are not guarantees of future performance and involve certain risks and uncertainties that are difficult to predict. In addition, some forward-looking statements are based upon assumptions as to future events that may not prove to be accurate. These statements typically contain words such as “intends”, “expects”, “projects”, “anticipates”, “estimates”, “will” and words of similar import and, in this release, include statements relating to Cordiant’s revenues, profitability and cost reduction programme. Cordiant’s actual performance could differ materially from that anticipated depending on, among other things, gains to or losses from its client base, the amount of revenue derived from clients, Cordiant’s exposure to changes in the exchange rates of major currencies against the pound sterling, the general level of advertising expenditures in Cordiant’s markets, the overall level of economic activity in Cordiant’s major markets, employee costs, future interest rates, changes in tax rates and other factors discussed from time to time in Cordiant’s public filings with the U.S. Securities and Exchange Commission, including Cordiant’s Annual Report on Form 20-F. Many of the factors named above are macroeconomic in nature and are, therefore, beyond the control of Cordiant’s management. Should one or more of these risks or uncertainties materialize, or should underlying assumptions prove incorrect, actual performance may vary materially from those described herein as anticipated, believed, estimated, expected, intended, planned or projected. Cordiant does not intend, and does not assume any obligation, to update the forward-looking statements contained in this document.

INTERIM STATEMENT

Introduction 

The Group experienced significant reductions in client spend in the second-half of 2001 and trading conditions have remained challenging this year.  Although further reductions have been felt in the first six months of 2002, the rate of decline has reduced resulting in a more stable operating environment.  The Group’s operating results have benefited from the steps taken in 2001 to reduce operating expenses and the Group continues to focus on tight cost control. Realised savings have mitigated the impact of the expected decline in underlying revenues, and where unit performance has weakened further, action has been taken to reduce the cost base.   

The Group’s revenue growth has been disclosed on both a reported and an underlying basis, meaning at constant exchange rates and after comparing revenues generated in the most recent year by acquired companies, to revenues generated by such companies in the preceding year assuming that such companies had been owned for an equivalent period in the preceding year. The Group’s percentage change in operating expenses has also been disclosed on an underlying basis.

In the sections that follow operating expenses, operating profit, operating margin and earnings have been disclosed before goodwill amortisation and exceptional operating costs, to highlight the underlying performance of the Group’s operations.

Operating performance

Group revenues declined by 9.8% at constant exchange rates to £277.1 million ($399.0 million) in the first six months of 2002.  Underlying revenues declined by 8.0% on a full year basis in 2001, as a flat underlying performance in the first half was followed by a rapid deceleration in second half expenditures.  Reduced activity levels have continued into 2002 resulting in a first-half underlying revenue decline of 12.0%. 
Operating profits decreased by 30.8% at constant exchange rates to £18.1 million ($26.1 million).  The steps taken in 2001 to significantly reduce the Group’s operating costs have continued in 2002.  Operating expenses in the first half of 2002 were reduced by 7.8% at constant exchange rates, and by 10.3% on an underlying basis, to £259.0 million ($372.9 million).  The Group achieved an operating margin of 6.5% down from 8.5% in 2001. 

Bates Group

The principal trend in our industry over recent years has been the diversification of the world’s advertising groups into wider marketing communication groups.  Cordiant itself has increased its non-advertising revenues from 22% in 1997 to 50% of total revenues in 2001. Although most communication groups now offer a very wide range of services, independent business identities, management structures and profit and loss accounts, all remain in place as a barrier to the integration of these varied services into co-ordinated client offering.  

In order to meet the increasing demand from clients, and in the process enhance its competitive offering, the Bates Group will integrate Bates Advertising, marketing services network 141, branding and design group Fitch and specialist network Healthworld into a single, integrated communications offering to existing and future clients. This integration will maintain the brands of the individual units so that specialist skills can also continue to be accessed by clients on a standalone basis as required.  FD International and Scholz & Friends remain unaffected by this initiative.

The Bates Group’s ability to deliver a media neutral, broadly based communications capability is intended to be a source of real competitive advantage and a key revenue driver in the future. The integration will be both operational and financial. The result is “one company and one profit and loss account”, that will enable the Bates Group to deliver an inherently more efficient and effective service structure for clients. The Bates Group will also deliver a stronger presence in every territory where it is implemented, particularly in the key markets of the United States, the United Kingdom and Australia.  

The Bates Group integration will deliver cost savings, through reduced management costs, the co-location of operations and the elimination of duplicated support functions.

All of the integration and cost saving initiatives will be implemented within the Group’s existing financial arrangements. 

Management
Michael Bungey is to retire from his position as Cordiant’s Chief Executive Officer at the end of March 2003. The Board confirms that it intends to appoint David Hearn, currently Chairman and CEO of Bates Worldwide, as Mr Bungey's successor. These changes are in accordance with the Board's succession planning which commenced in July 2000 when Mr Bungey signalled his intention to relinquish his position as Chairman and CEO of Bates Worldwide, resulting in the subsequent appointment of Mr Hearn to that role in May 2002. The Board is currently seeking a successor to Professor Ted Levitt who retired as a non-executive Director in December 2001. It is also the Board's intention to appoint a further non-executive director in due course.

Geographical analysis

United Kingdom 

Reported revenues declined by 5.8% to £55.7 million ($80.2 million). Underlying revenues declined by 12.8% principally due to reduced activity at the Group’s branding, design and field marketing operations which offset growth from the UK agency. Operating expenses decreased by 6.3% at constant exchange rates to £49.7 million ($71.5 million). On an underlying basis, operating expenses decreased by 11.7%. Operating profits totalled £6.0 million ($8.7 million), with operating margins of 10.8% up from 10.5% in 2001. 

North America 
North American revenues declined by 19.3% at constant exchange rates to £81.2 million ($116.9 million). Revenues declined by 19.5% on an underlying basis, primarily as a result of the lower levels of activity in the Group’s Specialist Communications businesses. Operating expenses decreased by 19.2% at constant exchange rates to £75.9 million ($109.3 million). On an underlying basis operating expenses were reduced by 19.4%. Operating profits totalled £5.3 million ($7.6 million) with operating margins reduced to 6.5% from 6.7% in 2001.

The loss of the Hyundai and Wendys accounts is a disappointing outcome after several years of highly effective advertising that helped both clients grow market share. These account losses, while having a negligible impact on results for the first half of 2002, are expected to reduce underlying revenues, on a full year basis, by approximately 1.5% in 2002 and by 3.0% in 2003.

Continental Europe 

Revenues decreased by 10.4% at constant exchange rates to £65.7 million ($94.6 million). On an underlying basis revenues declined by 12.2%, reflecting significant reductions in client spending compared to a strong performance in the first six months of 2001. Operating expenses decreased by 4.5% at constant exchange rates to £62.7 million ($90.3 million).  On an underlying basis, operating expenses decreased by 6.8%.  Operating profits totalled £3.0 million ($4.3 million), with operating margins down to 4.6% from 10.6% in 2001. The decline in margin is primarily attributable to client losses in Norway and a weak German market.

Asia Pacific and Latin America 

Asia Pacific and Latin American revenues increased by 0.9% on a constant currency basis to £74.5 million ($107.3 million) but decreased by 1.0% on an underlying basis. Growth in many Asian markets, Australia and Brazil, has been offset by reduced spending in Korea and Greater China. Operating expenses increased by 3.5% at constant exchange rates to £70.7 million ($101.8 million).  On an underlying basis operating expenses were reduced by 0.6%.  Operating profits totalled £3.8 million ($5.5 million), with operating margins down to 5.1% from 7.3% in 2001.

Business segment analysis

Advertising and Integrated Marketing

Advertising and Integrated Marketing revenues decreased by 9.5% at constant exchange rates and by 10.3% on an underlying basis to £212.5 million ($306.0 million).  Operating expenses decreased by 8.0% at constant exchange rates and by 8.9% on an underlying basis to £200.1 million ($288.1 million).  Operating profits totalled £12.4 million ($17.9 million), with operating margins declining to 5.8% from 7.4% in 2001. 

Advertising and Integrated Marketing represents the results of Bates Worldwide (including Diamond Ad and 141 Worldwide) and Scholz & Friends. The results of CCG.XM, which were previously included within Specialist Communications, are now included within 141 Worldwide.  The Advertising and Integrated Marketing result for 2001 has been restated to reflect this change. 

Specialist Communications
Specialist Communications revenues decreased by 10.5% at constant exchange rates to £64.6 million ($93.0 million). Revenues decreased by 17.2% on an underlying basis in the first six months, reflecting reduced activity levels in branding and design and business communications, particularly in North America.  Operating expenses decreased by 6.9% at constant exchange rates and by 14.8% on an underlying basis to £58.9 million ($84.8 million).  Operating profits totalled £5.7 million ($8.2 million) with operating margins of 8.8% in 2002 down from 12.3% in 2001. 

Specialist Communications represents the results of the Healthworld, FD International and Fitch:Worldwide.

Goodwill amortisation


Goodwill amortisation for the first six months of 2002 was £15.1 million ($21.7 million). 

The 2001 interim result has been restated to reflect goodwill amortisation, since this accounting treatment was first implemented in the 2001 full-year result. This has led to a prior year restatement to the profit and loss account of £22.7 million ($32.7 million). The balance sheet as at 30 June 2001 has also been restated to reduce purchased goodwill by an equivalent amount. 

Exceptional operating costs

As a result of the loss of the Hyundai account in the United States, the Group has incurred an exceptional charge in respect of severance of £2.3 million ($3.3 million) in the first six months. The Group also incurred an exceptional financing charge of £2.4 million ($3.5 million) in respect of costs associated with renegotiating its principal financing arrangements.

As a result of the Bates Group integration and other cost initiatives the Group expects to record additional exceptional operating expenses of approximately £27.0 million in the second half of the year to achieve annualised cost savings of approximately £22.0 million.
Joint ventures and associates

The Group’s share of operating profits (before goodwill amortisation of £1.0 million) decreased to £3.3 million ($4.7 million) from £3.7 million ($5.3 million) in 2001.  The Group’s share of Zenith Optimedia’s operating profits decreased to £2.5 million ($3.6 million) from £2.7 million ($3.9 million) in 2001.  Zenith Optimedia expect profitability to show greater weighting to the second half as a result of Optimedia merging with Zenith.  The 2001 interim result included Zenith’s contribution only.  Zenith Optimedia achieved underlying revenue growth of over 4.0% in the first half.

Financial items, taxation and returns attributable to shareholders

In April 2002, the Group signed definitive documentation with its banks and the holders of the Notes amending the terms of the Group’s principal financing arrangements.  New financial covenants were set to reflect the change in operating performance of the Group following the industry downturn in 2001.  As a result of the requirement to amend the financial covenants, the Group has incurred increased financing costs.  

Net interest payable and similar items increased to £9.4 million ($13.5 million) from £7.3 million ($10.5 million) in 2001. Average net debt for the first six months increased to £170.7 million ($245.9 million) from £166.0 million ($239.0 million), in 2001. 

The tax charge for the first six months of £2.4 million ($3.5 million) represents an effective tax rate (before goodwill amortisation) of 35.0% (2001: 32.5%). Equity minority interests were £2.4 million ($3.5 million) an increase of 33.3% on last year, principally due to an improved performance in Brazil.
Earnings attributable to Ordinary shareholders before goodwill amortisation and exceptional operating expenses, decreased to £6.7 million ($9.6 million) from £13.1 million ($18.9 million) in 2001. Adjusted diluted headline earnings per share was 1.7p (ADS 12.2¢) compared to 3.4p (restated) (ADS 24.5¢) in 2001.  The reported loss, after goodwill amortisation and exceptional operating expenses, attributable to Ordinary shareholders was £14.1 million ($20.3 million), compared to £9.6 million (restated) ($13.8 million) in 2001.

Dividend

It is the Board's continuing policy not to pay an interim dividend. 

Cash flow

Net operating cash inflow for the Group (defined as operating profit plus depreciation and amortisation, less financing costs and taxation paid) totalled £6.8 million (2001: £23.7 million).  Capital expenditure totalled £4.0 million (2001: £12.7 million) and net cash outflows from acquisitions were £8.7 million (2001: £12.4 million).  Utilisation of property provisions totalled £2.0 million (2001: £1.5 million) and no equity dividend was paid (2000: £8.1 million). Net cash outflow for the period, before working capital movements and financing flows, totalled £6.6 million (2001: £10.5 million). As at 30 June 2002, the Group had a net debt balance of £173.2 million (2001: £169.2 million).

Outlook

The revenue environment in 2002 has proved weaker than expected as our industry enters a second year of decline.  With little evidence of a near-term recovery in marketing expenditures, it has proved necessary to take further action this year to align our operating expenses to market conditions.  Exceptional costs implementing these cost savings will be incurred this year to ensure an appropriate  operating structure and cost base moving into 2003.  Key to the Group’s ongoing operating performance is our continued focus on effective cost management and the formation of the Bates Group, an initiative that will deliver clear differentiation in the marketplace, a stronger product for clients and importantly enhance the potential for growth when more positive trends return to our markets. 

CORDIANT COMMUNICATIONS GROUP PLC

UNAUDITED consolidated profit & loss account

	
	
	
	
	

	
	
	
	Six months ended 30 June
	Year ended 31 December

	
	
	
	2002
	2001

restated
see note 1
	2001

	
	Note
	
	£m
	£m
	£m

	Revenue
	
	
	
	
	

	Group and share of joint venture
	
	
	292.6
	324.0
	639.9

	Less: Share of joint venture
	
	
	(15.5)
	(15.2)
	(34.9)

	Group revenue
	2
	
	277.1
	308.8
	605.0

	
	
	
	
	
	

	Operating expenses before goodwill amortisation, exceptional goodwill impairment charges and exceptional operating expenses
	
	
	(259.0)
	(282.5)
	(568.5)

	Group operating profit before goodwill amortisation, exceptional goodwill impairment charges and exceptional operating expenses 
	2
	
	18.1
	26.3
	36.5

	Goodwill amortisation
	
	
	(15.1)
	(22.7)
	(44.1)

	Exceptional goodwill impairment charges
	
	
	–
	-
	(224.8)

	Exceptional severance costs
	3
	
	(2.3)
	-
	(27.6)

	Exceptional financing costs
	3
	
	(2.4)
	-
	-

	Group operating (loss)/ profit
	
	
	(1.7)
	3.6
	(260.0)

	Share of operating profits of joint ventures and associated undertakings
	4
	
	3.3
	3.7
	6.5

	Goodwill amortisation
	4
	
	(1.0)
	-
	(0.4)

	
	
	
	2.3
	3.7
	6.1

	
	
	
	
	
	

	Profit/ (loss) on ordinary activities before interest and taxation
	
	
	0.6
	7.3
	(253.9)

	Net interest payable and similar items
	5
	
	(9.4)
	(7.3)
	(16.0)

	FRS 12 – finance charge
	
	
	(0.5)
	(0.6)
	(0.9)

	Net finance costs
	
	
	(9.9)
	(7.9)
	(16.9)

	
	
	
	
	
	

	Loss on ordinary activities before taxation
	
	
	(9.3)
	(0.6)
	(270.8)

	Tax on ordinary activities
	6
	
	(2.4)
	(7.2)
	(4.5)

	Loss on ordinary activities after taxation
	
	
	(11.7)
	(7.8)
	(275.3)

	Equity minority interests
	
	
	(2.4)
	(1.8)
	(2.3)

	Loss attributable to Ordinary shareholders and retained loss for the period
	14
	
	(14.1)
	(9.6)
	(277.6)

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	Basic loss per Ordinary share
	7
	
	(3.5)p
	(2.5)p
	(71.3)p

	Diluted loss per Ordinary share
	7
	
	(3.5)p
	(2.5)p
	(71.3)p

	Basic headline earnings per Ordinary share
	7
	
	0.5p
	3.4p
	(2.1)p

	Diluted headline earnings per Ordinary share
	7
	
	0.5p
	3.4p
	(2.1)p

	Adjusted basic headline earnings per Ordinary share
	7
	
	1.7p
	3.4p
	3.6p

	Adjusted diluted headline earnings per Ordinary share
	7
	
	1.7p
	3.4p
	3.6p

	
	
	
	
	
	


CORDIANT COMMUNICATIONS GROUP PLC

UNAUDITED consolidatED profit & loss account

	
	
	Six months ended 30 June
	Year ended 
31 December

	
	
	2002
	2001

restated
see note 1
	2001

	
	
	US$m*
	US$m*
	US$m*

	Revenue
	
	
	
	

	Group and share of joint venture
	
	421.3
	466.6
	921.5

	Less: Share of joint venture
	
	(22.3)
	(21.9)
	(50.3)

	Group revenue
	
	399.0
	444.7
	871.2

	
	
	
	
	

	Operating expenses before goodwill amortisation, exceptional goodwill impairment charges and exceptional operating expenses
	
	(372.9)
	(406.8)
	(818.6)

	Group operating profit before goodwill amortisation, exceptional goodwill impairment charges and exceptional operating expenses 
	
	26.1
	37.9
	52.6

	Goodwill amortisation
	
	(21.7)
	(32.7)
	(63.5)

	Exceptional goodwill impairment charges
	
	
	-
	(323.7)

	Exceptional severance costs
	
	(3.3)
	-
	(39.7)

	Exceptional financing costs
	
	(3.5)
	
	

	Group operating (loss)/ profit
	
	(2.4)
	5.2
	(374.3)

	Share of operating profits of joint ventures and associated undertakings
	
	4.7
	5.3
	9.3

	Goodwill amortisation on joint venture
	
	(1.4)
	-
	(0.6)

	
	
	3.3
	5.3
	8.7

	Profit/ (loss) on ordinary activities before interest and taxation
	
	0.9
	10.5
	(365.6)

	Net interest payable and similar items
	
	(13.5)
	(10.5)
	(23.0)

	FRS 12 – finance charge
	
	(0.7)
	(0.8)
	(1.3)

	Net finance costs
	
	(14.2)
	(11.3)
	(24.3)

	
	
	
	
	

	Loss on ordinary activities before taxation
	
	(13.3)
	(0.8)
	(389.9)

	Tax on ordinary activities
	
	(3.5)
	(10.4)
	(6.5)

	Loss on ordinary activities after taxation
	
	(16.8)
	(11.2)
	(396.4)

	Equity minority interests
	
	(3.5)
	(2.6)
	(3.3)

	Loss attributable to Ordinary shareholders and retained loss for the period
	
	(20.3)
	(13.8)
	(399.7)

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Basic loss per ADS**
	
	(25.2)c
	(18.0)c
	(513.4)c

	Diluted loss per ADS
	
	(25.2)c
	(18.0)c
	(513.4)c

	Basic headline earnings per ADS
	
	3.6c
	24.5c
	(15.1)c

	Diluted headline earnings per ADS
	
	3.6c
	24.5c
	(15.1)c

	Adjusted basic headline earnings per ADS
	
	12.2c
	24.5c
	25.9c

	Adjusted diluted headline earnings per ADS
	
	12.2c
	24.5c
	25.9c

	
	
	
	
	

	Rate of exchange
	
	1.44
	1.44
	1.44


*
The US$ figures are presented for convenience purposes only, according to UK GAAP, and are translated at the rate shown above.

**
One American Depository Share (ADS) is equivalent to five Ordinary shares.

CORDIANT COMMUNICATIONS GROUP PLC

UNAUDITED CONSOLIDATED CASH FLOW STATEMENT

	
	
	Six months ended 30 June
	Year ended 31 December

	
	
	2002
	2001
	2001

	
	Note
	£m
	£m
	£m

	
	
	
	
	

	Net cash (outflow)/ inflow from operating activities
	8
	(10.6)
	(15.0)
	43.4

	
	
	
	
	

	Dividends from associated undertakings and joint ventures
	
	1.5
	0.6
	5.3

	
	
	
	
	

	Returns on investment and servicing of finance
	9
	(12.1)
	(6.8)
	(17.2)

	
	
	
	
	

	Taxation paid
	9
	(3.1)
	(5.1)
	(13.4)

	
	
	
	
	

	Capital expenditure and financial investment
	9
	(4.0)
	(12.7)
	(24.7)

	
	
	
	
	

	Acquisitions and disposals
	9
	(8.7)
	(12.4)
	(13.6)

	
	
	
	
	

	Equity dividends paid
	
	-
	(8.1)
	(8.1)

	Cash outflow before management of liquid resources and financing
	
	(37.0)
	(59.5)
	(28.3)

	
	
	
	
	

	Management of liquid resources
	9
	-
	1.0
	0.6

	Issue of Ordinary share capital
	
	-
	4.8
	4.1

	External loans drawn less repaid
	
	(23.7)
	(94.2)
	(70.1)

	Issue of Guaranteed Senior Notes 
	
	-
	121.5
	119.9

	Other movements
	
	(0.4)
	(1.3)
	(1.7)

	Net cash (outflow)/ inflow from financing
	
	(24.1)
	31.8
	52.8

	(Decrease)/ increase in cash and overdrafts for the period
	
	(61.1)
	(27.7)
	24.5

	
	
	
	
	

	Reconciliation of net cash flow to movement in net debt
	
	
	
	

	(Decrease)/ increase in cash and overdrafts for the period
	
	(61.1)
	(27.7)
	24.5

	Cash outflow/ (inflow) from debt financing
	
	24.1
	(26.0)
	(48.7)

	Cash inflow from cash deposits
	
	-
	(1.0)
	(0.6)

	Other movements – acquisitions
	
	-
	-
	(6.8)

	Translation difference and non-cash movements
	
	6.8
	(2.6)
	0.5

	Movement in net debt in the period
	
	(30.2)
	(57.3)
	(31.1)

	Net debt at beginning of period
	10
	(143.0)
	(111.9)
	(111.9)

	Net debt at end of period
	10
	(173.2)
	(169.2)
	(143.0)


UNAUDITED consolidated STATEMENT OF
TOTAL RECOGNISED GAINS AND LOSSES

	
	
	Six months ended 30 June
	Year ended 31 December

	
	
	2002
	2001 restated
see note 1
	2001

	
	Note
	£m
	£m
	£m

	Loss for the financial period
	
	(14.1)
	(9.6)
	(277.6)

	Translation adjustment
	14
	3.0
	21.7
	3.7

	Unrealised gain on disposal of joint venture and subsidiary undertaking
	
	-
	-
	44.4

	Total recognised (losses)/ gains relating to the period
	
	(11.1)
	12.1
	(229.5)

	Prior year adjustment (as explained in note 1)
	
	-
	4.1
	4.1

	Total recognised (losses)/ gains since last annual report
	
	(11.1)
	16.2
	(225.4)


CORDIANT COMMUNICATIONS GROUP PLC

UNAUDITED consolidated balance sheet

	
	
	As at 30 June
	As at 31 December

	
	
	2002
	2001

restated
see note 1
	2001

	
	Note
	£m
	£m
	£m

	
	
	
	
	

	Fixed assets
	
	
	
	

	Intangible assets – goodwill
	11
	458.4
	751.7
	478.3

	Tangible assets
	
	56.9
	62.4
	60.6

	Investments
	
	18.1
	16.1
	17.9

	Investments in joint ventures
	
	
	
	

	Share of gross assets
	
	165.4
	-
	152.9

	Goodwill
	
	37.2
	-
	38.2

	Share of gross liabilities
	
	(175.3)
	-
	(164.9)

	
	
	27.3
	-
	26.2

	
	
	
	
	

	
	
	560.7
	830.2
	583.0

	Current assets
	
	
	
	

	Work in progress
	
	37.0
	39.8
	24.8

	Debtors - due within one year
	
	409.9
	435.7
	418.3

	Debtors - due after one year
	
	27.3
	29.2
	27.4

	Investments
	
	0.9
	2.0
	0.9

	Cash at bank and in hand
	
	62.2
	74.6
	123.5

	
	
	537.3
	581.3
	594.9

	
	
	
	
	

	Creditors - amounts falling due within one year
	12
	(505.9)
	(537.2)
	(556.3)

	Net current assets
	
	31.4
	44.1
	38.6

	
	
	
	
	

	Total assets less current liabilities
	
	592.1
	874.3
	621.6

	
	
	
	
	

	Creditors - amounts falling due after one year
	12
	(250.9)
	(295.3)
	(264.0)

	
	
	
	
	

	Provision for joint venture deficit
	
	
	
	

	Share of gross assets
	
	–
	145.2
	-

	Share of gross liabilities
	
	–
	(155.2)
	-

	
	
	–
	(10.0)
	-

	
	
	
	
	

	Provisions for liabilities and charges
	13
	(38.3)
	(38.9)
	(40.5)

	
	
	
	
	

	Net assets 
	
	302.9
	530.1
	317.1

	
	
	
	
	

	Capital and reserves
	
	
	
	

	Called up share capital
	14
	204.5
	193.5
	200.4

	Share premium account
	14
	181.4
	182.8
	178.4

	Other reserves
	14
	207.4
	297.1
	214.4

	Profit and loss account
	14
	(303.2)
	(153.5)
	(286.4)

	
	
	
	
	

	Equity shareholders' funds 
	14
	290.1
	519.9
	306.8

	Equity minority interests
	
	12.8
	10.2
	10.3

	
	
	
	
	

	
	
	302.9
	530.1
	317.1


CORDIANT COMMUNICATIONS GROUP PLC

Notes

1. Accounting policies and presentation

Neither the interim financial information set out in the previous pages nor the comparative figures included therein constitute audited statutory accounts.  The comparative figures for the balance sheet at 31 December 2001 and the profit and loss for the year ended 31 December 2001 are extracts from Cordiant Communications Group plc’s (Cordiant) statutory accounts for the financial year.  Those accounts have been reported on by Cordiant's auditor and delivered to the Registrar of Companies.  The audit report was unqualified and did not contain a statement under Section 237 (2) or (3) of the Companies Act 1985.

The consolidated financial statements comply with applicable accounting standards (UK GAAP) and have been prepared on the basis of accounting policies set out on pages 45 to 46 of Cordiant's 2001 Report and Accounts.

In the second half of the year ended 31 December 2001, the Group adopted FRS 19 “ Deferred Taxation”. This resulted in a prior year adjustment which has been reflected in the results for the six months ended 30 June 2001 and the year ended 31 December 2001. Deferred tax recoverable at 31 December 2000 was increased by £4.1 million, of which £2.5 million arose in 2000 and £1.6 million arose in 1999.

In the year ended 31 December 2001 the Directors revised their opinion that the anticipated economic life of goodwill arising on acquisitions made subsequent to 1 January 1998 has an indefinite life. As a result from 1 January 2001, goodwill arising from acquisitions on and after 1 January 1998 is amortised on a straight-line basis over its useful economic life, up to a 20 year period, from date of acquisition. The results for the six months ended 30 June 2001 have been restated to reflect a charge of £22.7 million.

2. Segmental information

	
	Six months ended 30 June
	
	Change constant 
	Change underlying 

	Group revenue by geographical area
	2002
	2001
	Change
	currency
	growth*

	
	£m
	£m
	%
	%
	%

	United Kingdom
	55.7
	59.1
	(5.8)
	(5.8)
	(12.8)

	North America
	81.2
	100.8
	(19.4)
	(19.3)
	(19.5)

	Continental Europe
	65.7
	73.6
	(10.7)
	(10.4)
	(12.2)

	Asia Pacific and Latin America
	74.5
	75.3
	(1.1)
	(0.9)
	(1.0)

	Total
	277.1
	308.8
	(10.3)
	(9.8)
	(12.0)

	
	
	
	
	
	


	
	Six months ended 30 June
	Operating margin**
	Operating margin**

	Group operating profit and margin by geographical area **
	2002
	2001
	2002
	2001

	
	£m
	£m
	%
	%

	United Kingdom
	6.0 
	6.2
	10.8
	10.5

	North America
	5.3
	6.8
	6.5
	6.7

	Continental Europe
	3.0
	7.8
	4.6
	10.6

	Asia Pacific and Latin America
	3.8
	5.5
	5.1
	7.3

	Group operating profit before goodwill amortisation and exceptional operating expenses
	18.1
	26.3
	6.5
	8.5

	Goodwill amortisation 
	(15.1)
	(22.7)
	
	

	Exceptional severance costs
	(2.3)
	-
	
	

	Exceptional finance costs
	(2.4)
	-
	
	

	Total operating profit
	(1.7)
	3.6
	
	

	
	
	
	
	


	
	Six months ended 30 June
	
	Change
	

	Group revenue by business segment
	2002
	2001
	Change
	constant
	Growth*

	
	£m
	£m
	%
	currency
	%

	Advertising and Integrated Marketing 
	212.5
	236.6
	(10.2)
	(9.5)
	(10.3)

	Specialist Communications
	64.6
	72.2
	(10.5)
	(10.5)
	(17.2)

	Total
	277.1
	308.8
	(10.3)
	(9.8)
	(12.0)

	
	
	
	
	
	

	
	
	
	
	
	


	
	
	
	

	
	Six months ended 30 June
	Operating margin**
	Operating margin**

	Group operating profit and margin by business segment**
	2002
	2001
	2002
	2001

	
	£m
	£m
	%
	%

	Advertising and Integrated Marketing 
	12.4
	17.4
	5.8
	7.4

	Specialist communications
	5.7
	8.9
	8.8
	12.3

	Group operating profit before goodwill amortisation and exceptional operating expenses
	18.1
	26.3
	6.5
	8.5

	Goodwill amortisation 
	(15.1)
	(22.7)
	
	

	Exceptional severance costs
	(2.3)
	-
	
	

	Exceptional finance costs
	(2.4)
	-
	
	

	Total operating profit
	(1.7)
	3.6
	
	

	
	
	
	
	


*Revenue growth in constant currency terms means that the revenues for the year under review and the preceding year have been translated using the exchanges rates relating to the year under review.  Constant currency growth therefore eliminates the effect of changes in exchange rates.  Revenue growth on an underlying basis is calculated at constant exchange rates as described above.  For acquired companies, revenues generated in the year under review are compared to revenues generated in the preceding year assuming that such companies had been owned for an equivalent period of the preceding year. 

** Operating profit and operating margin are stated before goodwill amortisation and exceptional operating expenses.

3. Exceptional operating expenses

	Exceptional severance costs
	Six months ended 30 June
	Year ended

31 December

	
	2002
	2001
	2001

	
	£m
	£m
	£m

	Severance
	2.3
	-
	20.9

	Property provisions
	-
	-
	2.9

	Asset write-downs
	-
	-
	3.6

	Other
	-
	-
	0.2

	
	2.3
	-
	27.6

	
	
	
	


	Exceptional financing costs
	Six months ended 30 June
	Year ended

31 December

	
	2002
	2001
	2001

	
	£m
	£m
	£m

	Legal and professional associated with the renegotiation of the Group’s financing arrangements
	2.4
	-
	-

	
	
	
	


4. Joint ventures and associated undertakings

	
	Six months ended 30 June
	Year ended

31 December

	
	2002
	2001
	2001

	
	£m
	£m
	£m

	Share of operating profits:
	
	
	

	 - Joint ventures
	2.8
	2.7
	5.1

	 - Associated undertakings
	0.5
	1.0
	1.4

	
	3.3
	3.7
	6.5

	Goodwill amortisation on joint ventures
	(1.0)
	-
	(0.4)

	
	2.3
	3.7
	6.1

	
	
	
	


5. Net interest payable and similar items and exceptional charges

	
	Six months ended 30 June
	Year ended

31 December

	
	2002
	2001
	2001

	
	£m
	£m
	£m

	
	
	
	

	Group
	10.1
	8.3
	18.3

	Joint ventures
	(0.7)
	(1.0)
	(2.2)

	Associated undertakings
	-
	-
	(0.1)

	Total
	9.4
	7.3
	16.0


6. Tax payable on ordinary activities

	
	Six months ended 30 June
	Year ended

31 December

	
	2002
	2001
	2001

	
	£m
	£m
	£m

	
	
	
	

	Group
	1.2
	5.5
	1.0

	Joint ventures
	1.2
	1.4
	3.0

	Associated undertakings
	-
	0.3
	0.5

	Total
	2.4
	7.2
	4.5


Tax has been provided for the six months ended 30 June 2002 at 35% (2001: 32.5%), the effective rate (before goodwill amortisation) applicable for the period.

7. Earnings per share

	
	Six months ended 30 June
	Year ended

31 December

	
	2002
	Restated

2001
	2001

	
	£m
	£m
	£m

	Losses attributable to Ordinary shareholders
	(14.1)
	(9.6)
	(277.6)

	Goodwill amortisation and impairment*
	16.1
	22.7
	269.3

	Headline earnings/ (losses)**
	2.0
	13.1
	(8.3)

	Exceptional operating items (tax effected)
	2.3
	-
	22.4

	Exceptional finance charges
	2.4
	-
	-

	Adjusted earnings***
	6.7
	13.1
	14.1

	
	
	
	

	
	Shares (m)
	Shares (m)
	Shares (m)

	
	
	
	

	Weighted average no. of shares
	402.2
	380.7
	389.2

	Dilutive effect of options and contingent consideration
	-
	-
	-

	Diluted weighted average no. of shares 
	402.2
	380.7
	389.2


Basic earnings per share is calculated using profits attributable to Ordinary shareholders and weighted average number of shares. Diluted earnings per share are calculated using profits attributable to Ordinary shareholders and diluted weighted average number of shares.

Basic headline earnings per share are calculated using headline earnings and weighted average number of shares. Diluted headline earnings per share is calculated using headline earnings and diluted weighted average number of shares.

As there is a basic loss per share, options and deferred and contingent consideration have no dilutive effect in the six months ended 30 June 2002, 30 June 2001 or the year ended 31 December 2001.

* Includes £1.0 million (31 December 2001: £0.4 million) amortisation of goodwill on the joint venture.

** The definition of headline earnings is given in the Statement of Investment Practice No.1 published by the United Kingdom Society of Investment Professionals. Amongst other items, headline earnings excludes items relating to the amortisation and impairment of goodwill capitalised on the balance sheet, and has been disclosed to assist the reader’s understanding of the Group’s underlying performance.

*** Adjusted earnings per share is based on continuing operating profits before goodwill charges and exceptional operating items and is presented to show a clearer representation of the underlying results of the business going forward. Basic adjusted earnings per share are calculated using adjusted earnings and weighted average number of shares. Diluted adjusted earnings per share are calculated using adjusted earnings and diluted weighted average number of shares.

8. Reconciliation of Group operating (loss)/ profit to net cash outflow from operating activities

	
	Six months ended 30 June
	Year ended 31 December

	
	2002
	2001
	2001

	
	£m
	£m
	£m

	
	
	
	

	Group operating (loss)/ profit
	(1.7)
	3.6
	(260.0)

	Depreciation and amortisation - ongoing
	23.7
	32.0
	62.0

	Depreciation and amortisation - exceptional
	-
	-
	228.4

	(Gain)/ loss on sale of tangible fixed assets
	(0.2)
	(0.1)
	0.9

	Prepaid property lease
	-
	-
	(1.1)

	(Increase)/ decrease in work in progress
	(12.3)
	(5.5)
	10.6

	Decrease in debtors
	7.4
	24.5
	52.6

	Decrease in creditors
	(25.5)
	(68.0)
	(46.7)

	Utilisation of property provisions
	(2.0)
	(1.5)
	(3.3)

	Net cash (outflow)/ inflow from operating activities
	(10.6)
	(15.0)
	43.4


9. Analysis of cash flow items

	
	Six months ended 30 June
	Year ended 31 December

	
	2002
	2001
	2001

	
	£m
	£m
	£m

	
	
	
	

	Returns on investment and servicing of finance
	
	
	

	Interest received
	0.9
	0.8
	2.7

	Interest paid
	(9.2)
	(6.4)
	(16.8)

	Interest element of finance lease rental payments
	(0.1)
	-
	(0.1)

	Bank fees
	(3.4)
	(1.0)
	(1.5)

	Dividends paid to minorities
	(0.3)
	(0.2)
	(1.5)

	Net cash outflow from returns on investments and servicing of finance
	(12.1)
	(6.8)
	(17.2)

	
	
	
	

	Taxation paid
	
	
	

	UK corporation tax received/ (paid)
	1.5
	(1.6)
	(3.2)

	Overseas tax paid
	(4.6)
	(3.5)
	(10.2)

	Net tax paid
	(3.1)
	(5.1)
	(13.4)

	
	
	
	

	Capital expenditure and financial investment
	
	
	

	Purchase of tangible fixed assets
	(4.0)
	(11.7)
	(21.5)

	Sale of tangible fixed assets
	0.7
	1.4
	1.5

	Purchase of other fixed asset investments
	(0.7)
	(2.5)
	(4.9)

	Sale of other fixed asset investments
	-
	0.1
	0.2

	Net cash outflow from capital expenditure and financial investment
	(4.0)
	(12.7)
	(24.7)

	
	
	
	

	Acquisitions and disposals
	
	
	

	Purchase of subsidiary undertakings
	(8.6)
	(13.7)
	(23.0)

	Purchase of associated undertakings
	(0.1)
	(0.8)
	(0.7)

	Sale of joint venture
	-
	-
	(0.6)

	Cash acquired with subsidiaries
	-
	2.1
	10.7

	Net cash outflow from acquisitions and disposals
	(8.7)
	(12.4)
	(13.6)

	
	
	
	

	Management of liquid resources
	
	
	

	Cash deposits
	-
	1.0
	0.6

	Net cash inflow from management of liquid resources
	-
	1.0
	0.6


10. Analysis of net debt

	
	
	
	Exchange
	

	
	At
	
	and
	At

	
	1 January
	
	non-cash
	30 June

	
	2002
	Cashflows
	movements
	2002

	
	£m
	£m
	£m
	£m

	
	
	
	
	

	Cash at bank and in hand
	123.5
	(63.9)
	2.6
	62.2

	Bank overdrafts
	(10.4)
	2.8
	0.4
	(7.2)

	Cash
	113.1
	(61.1)
	3.0
	55.0

	
	
	
	
	

	External debt due within one year
	(18.9)
	8.4
	(0.6)
	(11.1)

	External debt due after one year
	(235.3)
	15.3
	4.6
	(215.4)

	Finance leases
	(2.5)
	0.4
	(0.2)
	(2.3)

	Financing 
	(256.7)
	24.1
	3.8
	(228.8)

	Cash deposits – current asset investment
	0.6
	-
	-
	0.6

	
	
	
	
	

	Net debt
	(143.0)
	(37.0)
	6.8
	(173.2)


11. Intangible assets - goodwill

	
	30 June
	31 December

	
	2002
	2001

restated
	2001

	
	£m
	£m
	£m

	Cost
	
	
	

	At beginning of period
	743.4
	711.8
	711.8

	Additions
	4.1
	35.7
	27.3

	Translation adjustment
	(19.2)
	27.2
	4.3

	At end of period
	728.3
	774.7
	743.4

	
	
	
	

	Amortisation
	
	
	

	At beginning of period
	(265.1)
	–
	–

	Amortisation
	(15.1)
	(22.7)
	(44.1)

	Impairment
	-
	-
	(224.8)

	Translation adjustment
	10.3
	(0.3)
	3.8

	At end of period
	(269.9)
	(23.0)
	(265.1)

	
	
	
	

	Net book value
	
	
	

	At beginning of period
	478.3
	711.8
	711.8

	
	
	
	

	At end of period
	458.4
	751.7
	478.3


12. Creditors

	
	Due within one year
	Due after one year

	
	30 June
	31 December
	30 June
	31 December

	
	2002
	2001
	2001
	2002
	2001
	2001

	
	£m
	£m
	£m
	£m
	£m
	£m

	
	
	
	
	
	
	

	Loans and overdrafts
	18.3
	15.4
	29.3
	100.3
	102.2
	115.4

	Guaranteed Senior Notes
	-
	-
	-
	115.1
	124.1
	119.9

	Trade creditors
	316.6
	322.6
	325.4
	-
	-
	-

	Taxation and social security
	32.7
	41.7
	39.2
	18.4
	19.1
	18.8

	Other creditors
	17.1
	17.3
	27.0
	6.4
	4.6
	6.2

	Accruals and deferred income
	121.2
	140.2
	135.4
	10.7
	45.3
	3.7

	Total
	505.9
	537.2
	556.3
	250.9
	295.3
	264.0


In April 2002, the Group completed the re-negotiation of certain terms of its syndicated revolving credit facility and Guaranteed Senior Notes (“Notes”). The coupon payable on the Notes was increased to 9.25% per annum from 7.61%. Interest payable on each advance under the syndicated credit facility is now LIBOR plus a margin of 3.25% per annum. Certain other deferred fees are payable, the level of which is dependent on financial performance. The syndicated bank facilities and Notes are secured by guarantees from certain subsidiaries, a general debenture over assets in the United Kingdom and pledges of shares of certain subsidiaries. In addition, the Group is subject to certain restrictions on its use of cashflow, including acquisition payments, dividends and the use of disposal proceeds. The holders of the Notes will be entitled to require the Company to pre-pay the Notes in 2004 (or upon any refinancing of the Group’s syndicated bank facilities if earlier) with a ‘make-whole’ penalty, unless the Group meets certain financial tests at that time.

13. Provisions for liabilities and charges

These include property provisions of £18.7 million (30 June 2001: £18.5 million; 31 December 2001: £20.0 million).

14. Movement in shareholders' funds/ (deficit)

	
	
	
	
	Profit
	

	
	Share
	Share
	Other
	& Loss
	

	
	Capital
	premium
	Reserves
	Account
	Total

	
	£m
	£m
	£m
	£m
	£m

	
	
	
	
	
	

	At 1 January 2002
	200.4
	178.4
	214.4
	(286.4)
	306.8

	Adjustments to contingent consideration
	3.5
	2.4
	(5.5)
	-
	0.4

	Loss retained for the period
	-
	-
	-
	(14.1)
	(14.1)

	Exercising of employee share options
	0.6
	0.6
	(0.2)
	(1.0)
	-

	Realisation of gain on sale of joint venture and subsidiary undertakings
	-
	-
	(1.3)
	1.3
	-

	Translation adjustment
	-
	-
	-
	(3.0)
	(3.0)

	At 30 June 2001
	204.5
	181.4
	207.4
	(303.2)
	290.1


Other reserves at 30 June 2002 comprise merger reserve £29.8 million (31 December 2001: £29.8 million), shares to be issued £7.4 million (31 December 2001: £13.1 million), special reserve £25.7 million (31 December 2001: £25.7 million), warrant reserve £20.8 million (31 December 2001: £20.8 million), an unrealised gain on the sale of joint venture and subsidiary undertaking of £42.7 million (31 December 2001: £44.0 million), and other reserves of £81.0 million (31 December 2001: £81.0 million).

Cordiant Communications Group plc is registered in England and Wales (Number 1320869) and its registered office is: 121 - 141 Westbourne Terrace, London, W2 6JR.
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